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EDITORIAL
An impressive evidence of the recent
trend toward distinct definition of the
duties and rights of an auditor is found
in the certificate of incorporation of the Southern Natural Gas
Company. We quote the following from section 8, paragraph (k):

Recognition of Audi
tor’s Importance

“At each annual meeting of the stockholders, or at an adjourn
ment thereof, there shall be elected by plurality vote of the out
standing shares of the class A stock an auditor of the corporation,
who shall hold office until the next annual meeting of stockholders.
The board of directors may appoint an auditor to hold office until
the first annual meeting of the stockholders. The auditor shall
be an individual who is a member in good standing of the Ameri
can Institute of Accountants or (if said Institute shall cease to
exist) of its successor or an organization of comparable standing,
or shall be a co-partnership a majority of whose members are mem
bers in good standing of said Institute or its successor or compara
ble organization as aforesaid; and shall in any event have rendered
audit reports for at least five corporations or associations each
having at the time of such reports assets carried on their respec
tive balance-sheets at more than $20,000,000. The auditor shall
not be a director of the corporation, nor (except an auditor then in
office) an officer or salaried employee thereof. Not later than
thirty days prior to the day fixed for the annual meeting of stock
holders in any year, the auditor shall submit a written report by
the auditor as to the balance-sheet of the corporation as at the
close of business on the December 31 next preceding the date of
such report, as to the surplus account of the corporation and as to
the earnings or income of the corporation since its organization or
since the last preceding report by the auditor as the case may be.
The corporation shall cause copies of such report to be mailed not
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later than twenty days prior to the day fixed for such annual
meeting to each stockholder of record of the corporation. The
board of directors of the corporation shall cause to be included in
the notice given to stockholders of each annual meeting a state
ment of the name of the individual or co-partnership which the
board of directors recommends for election as auditor at such
meeting, and also a statement of the name of the auditor then in
office; but no such recommendation by the board of directors
shall be binding upon the stockholders. The board of directors
shall cause a copy of such notice to be mailed to the existing audi
tor at the same time at which it is mailed or otherwise given to
stockholders. No person, other than the auditor then in office,
shall be eligible for election as auditor at any annual meeting of
stockholders unless notice of intention to nominate that person as
auditor has been given by a stockholder to the corporation not
less then ten days before such annual meeting; the corporation
shall promptly mail a copy of such notice to the auditor then in
office. The auditor shall have the right to attend all meetings of
stockholders at which the auditor or any accounts of the corpora
tion examined or reported on by the auditor are considered, and
to make any statement or explanation regarding the accounts
which the auditor may desire; but the auditor shall not be entitled
to any vote. The auditor shall have the right of access to all
books, accounts, vouchers and records of the corporation and may
require from its officers such information and explanation as may
be necessary for the performance of the duties of the auditor.
The officers and directors of the corporation may rely upon the
accuracy of all reports by the auditor to the corporation or its
stockholders and will be protected in any action or non-action by
them in good faith in reliance thereon. Semi-annual, quarterly
or interim reports shall be made by the auditor from time to time
as may be directed by the board of directors of the corporation.
The board of directors may fill any vacancy occurring in the office
of auditor, by death, resignation or otherwise, at any time except
between the call and final adjournment of an annual meeting of
stockholders or of a special meeting of stockholders called for the
purpose of removing the auditor or electing a new auditor. The
auditor may be removed, and a new auditor elected to fill the
vacancy caused by such removal or otherwise, at any special meet
ing of the stockholders the notice of which shall include such re
moval and election as purposes of the meeting, by the vote of a
majority of the outstanding shares of the class A stock of the cor
poration ; a copy of the notice of any such meeting shall be mailed
by the corporation to the auditor then in office at the same time at
which such notice is mailed or otherwise given to stockholders.
The auditor shall receive as compensation for all services per
formed by the auditor such amount as from time to time shall be
fixed by the board of directors within such limits, if any, as may
from time to time be determined by the stockholders.”
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This matter which we have quoted from
Auditor’s Independence
the certificate of incorporation of the
Clearly Defined
Southern Natural Gas Company seems
to us to be the most comprehensive and satisfactory series of pro
visions which has been written into any American charter or
certificate of incorporation. The auditor is entirely removed from
any possible sense of dependence upon the whim or animus of
the directors or officers and is placed in direct relationship with
the owners of the corporation. This follows the principle underly
ing the English companies acts, but the clarity of the language and
the lack of any ambiguity in the placing of responsibility seem to
excel anything found under the English acts. Everyone knows,
or is supposed to know, that the corporation is the property of its
stockholders and that the directors and their appointees are
simply the servants of the owners of stock, but it is equally com
mon knowledge that in the United States the indifference of stock
holders has created something resembling an absolute dictatorship
by the directors. As a consequence most auditors have been ap
pointed by the officers or directors without even so much as a
formal approval by the stockholders. This has led to a condi
tion not altogether desirable and it has interfered seriously with
the exercise of the auditor’s true functions. The clause in the
certificate now before us relative to the supersession of one
auditor by another without due notice is excellent. There is
no reason whatever why the audit of any corporation should
be passed around from office to office in what looks like a sort
of benevolent impartiality but has sometimes been merely
a slightly disguised expression of distaste for the nature of
the report which the former auditor felt it his duty to render.
In most cases, unless there be some special reason to the con
trary, the welfare of the corporation is best served by continuity
of audit. Even with all the working papers and audit reports
of preceding auditors before him a new auditor must find him
self at some disadvantage in taking up an investigation of any
corporation of considerable size. What has been called the
rotation of auditors is as unjustified in most cases as would be
a rotation of physicians or of lawyers. The professional man
who has been in touch with all the detail of the recent past is
better equipped than any one else can be to carry on the work
and intelligently to advise the directors and officers of the
corporation.
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Another very important feature of the
certificate which we are considering is
that it states that the officers and di
rectors of the corporation may rely upon the accuracy of all re
ports by the auditor to the corporation or its stockholders and
will be protected in any action or non-action by them in good
faith in reliance thereon. This answers in part the objections of
many directors to the liability provisions of the securities and se
curities exchange acts. They are notcharged with personal inquiry
into the accounting details of the business but are entitled to rely
upon the auditors’ reports. It places a definite responsibility
upon the accountant which he should be willing to assume. He
must bring before the directors any important developments in
the business relating to accounting matters that come to his atten
tion. Since the officers are also entitled to place reliance upon the
auditor’s report, there will be a mutual responsibility: the auditor
is entitled to rely on the officers’ certificates with respect to con
tracts and contingent liabilities, subject, of course, to the usual
tests and inquiries that he makes in his examination. This phase
of the accountant’s responsibility is not new, but it is a strik
ing example of the increasing importance in this country of the
independent public accountant in corporate affairs.

Reliance Upon Audi
tors’ Reports

On January 6th, the American Institute
of Accountants distributed to its mem
bers a pamphlet entitled Examination of
Financial Statements by Independent Public Accountants. This
was a revision of earlier works prepared by the Institute. The
history of the case is well known to most readers, but it may be
worth while to recite briefly. In 1917, Edwin N. Hurley of the
federal trade commission, a bureau then newly created, suggested
to members of the American Institute of Accountants that it
would be helpful to the government to have some sort of outline
of what accountants themselves considered should constitute the
minimum program of audit in the case of corporations of medium
size. A committee of the Institute prepared such a program,
based largely upon an office manual in use by one of the larger
firms, and submitted it for consideration of the federal trade com
mission. Mr. Hurley in turn referred the matter to the federal
reserve board, which was also a comparatively new arm of the
government. The reserve board gave long consideration to the
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recommendations of the Institute and officially sponsored pub
lication of the document under the unfortunate name Uniform
Accounting. Nothing resembling uniform accounting was in
tended and in subsequent editions the name was changed to
Approved Methods for the Preparation of Balance-sheet Statements.
This matter was published in the Federal Reserve Bulletin and re
printed in pamphlet form by the government. In 1927 and 1928
the matter was again revised by the Institute and issued under the
sponsorship of the federal reserve board under the title Verifica
tion of Financial Statements. There have been many important
developments in accounting practice during the last few years
and a marked increase in the emphasis on accounting principles
and consistency in their application. It was felt that there was
need for a further amplification and revision. In 1935 the In
stitute therefore appointed a new committee to revise the plan of
procedure, and the work was completed in December last. This
time the Institute itself published the recommended program.
The committee which has had the work in hand deserves high
commendation for the thoroughness of its labors and the excel
lence of its results. The new program of audit has been expanded
somewhat beyond the original outline and more attention is de
voted to the income statement and profit-and-loss account.
There is reference also to the audit of larger concerns in which
there is an adequate internal check which dispenses with the neces
sity for some of the detail work required in the audit of smaller
concerns. In the advertising pages of this issue of The Journal
of Accountancy there is announcement of the publication with
particulars of price and method of obtaining copies. We believe
that every accountant should have this revised program in his
possession and should consult it frequently. It will certainly
have an important place in the procedure of the future.
When the congress of the United States
assembled on January 2nd it was under
stood that one of the first subjects of consideration would be the
passage of an act authorizing the payment of some sort of a bonus
to men who had seen service in the military forces of the United
States during the world war. This annoying question has en
gaged as much attention as any other one piece of contemplated
legislation in the recent history of the country. There are marked
differences of opinion as to the justification for any bonus what85
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ever, the amount of bonus, if one be considered at all, the nature
of payment and the source of the money required to make pay
ment. All this is common knowledge, and as this magazine goes
to press it is not possible to foretell with any degree of assurance
the exact nature of the fate which will befall this latest effort to
bestow recognition of a financial sort upon the soldiers and sailors
and marines who were called to the colors. There is, however,
one extraordinary feature of the case which seems to be ominous.
It was said shortly after the assembling of congress that the plan
most apt to be adopted would cost immediately only one billion
dollars. Now, if each one of us will pause to think a moment
about that word “only,” he will find himself somewhat amazed.
It is clearly within the memory of many of us not utterly senile
that when we went to school we were told that the debt of the
United States, partly as a heritage from the civil war, stood at the
enormous total of about one billion dollars. The word “billion ”
had connotations of infinity. It was a sum of money quite
beyond the mental grasp of any one. It was something terrible in
its enormity, and our teachers told us, in those timorous days,
that some time perhaps the nation would be so wisely guided and
governed that this awful debt could be wiped out and we should
again be able to look the world in the face as a solvent nation. We
are not at the moment concerned with the economic soundness
of the pedagogic mind of those days. The point which is impres
sive today is that we, a nation badly seduced by political leaders,
have reached a stage at which we speak of “only” a billion. Of
course, the country has developed tremendously, and money has
been plentiful and scarce and plentiful again, as we have passed
over the hills and valleys of our national progress, but if each one
of us will indulge in a little mental experiment he will find that he
has become somewhat dulled to the awfulness of billions. Even
twenty-five years ago if any one had spoken of “only” a billion
he would have been regarded as totally ignorant or ponderously
playful. The sad truth is that we have lost our sense of values
and the perspective of values. Probably fifty per cent. at least
of the people in the United States consciously or unconsciously
breathed a sigh of relief that the latest bonus plan involved only a
billion at once and a few more billions later. We need new glasses
at which to look. Too long have we had those mirrors of distor
tion which make great look small and very small sometimes look
very great. We want the kind of mirror which will reflect truly
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so that we can see ourselves and what is before us and also—
perhaps more important than we think—what is behind us.
Only a billion, indeed.
An accountant, who confesses that he
has not yet achieved either fame or
fortune in the field of his chosen pro
fession, expresses with some bitterness his belief that the rules
against professional advertising are inspired by the desire of those
who have arrived at eminence to prevent the success of those who
still are seeking to climb. He says, with an altogether admirable
bluntness, that it is all very well for the men who have reached the
top to assume an air of unctuous rectitude, but it is not so well for
those whose struggle to arrive lies before them. According to
this protestant there is no need for the man whose practice is as
large as he wishes it to be to indulge in self-advertisement, but
the man whose practice is sadly below the point of satisfaction
must do something to make his name known and to attract clients.
The complaint goes on to cite what is described as the hypocrisy
of the leaders of the profession. They, it is alleged, occupy posi
tions of prominence in the community; they write books which
are widely read and widely advertised; they perform services to
the government which bring their names frequently into print;
they are, in a word, outstanding and therefore conspicuous. Ac
cording to the complaint the men who do these things obtain the
most fruitful kind of advertisement, whereas the little fellow may
perform a thousand important tasks in the most excellent way
without obtaining that pleasing contentment which follows the
publication of one’s accomplishments.

An Attack on the
Fortunate Few

We believe that there is a great deal
Great Success Always
of this sort of sentiment among men
Is Conspicuous
whose success is still before them. No
doubt they over-estimate the delight of seeing one’s name in
print. It is probably true that most men whose names and deeds
are brought to public attention grow so quickly accustomed to
the experience that it becomes of little value—a matter of almost
complete indifference. Leaving that aspect of the case aside,
however, there is a very great deal of truth in the old adage that
nothing succeeds like success. Many men who have spent the
greater part of their lives in doing the best they can are so ignored
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by fame and reputation that few people outside the inner circle of
their acquaintance know anything at all about them. They labor
in a narrow field and what they do helps in a modest way to bring
in the better day, but there is never a fanfare of trumpets to
herald their progress. They are vitally important cogs in the
machinery, which because of their running smoothly make little
noise. Without them the machinery would stop. All this is well
enough known and in the contemplation of equity and justice is
deplorable. Every one should receive public credit for good work
consistently done. But some kinds of work do not call forth
public acclaim. The man who can write and speak so that others
want to read or hear him; the man who can present thoughts so
well that others will probably remember him undoubtedly has a
distinct advantage, whether it be from natural aptitude, educa
tion or experience. But this condition is not peculiar to account
ancy. In every group of a thousand lawyers there may be ten
whose names are known throughout the land; and they may not
be as sound in the law or as ethical in its practice as the 990 whose
field of action is in small communities or in minor matters in
great communities. Some must achieve success and many must
miss the reward of high honors. If we narrow the discussion to
the profession in which readers of this magazine are chiefly con
cerned we find that the experience of accountants is exactly par
allel to the experience of lawyers, medical men, architects, engi
neers and the like. If we understand correctly the nature of the
complaint which we are considering it is a protest against the free
advertising which comes to men who are well known, and it appears
that the sentiment underlying the complaint is partly jealousy but
chiefly a feeling of regret that fame can not be more evenly distrib
uted. One might almost believe that the complaint in the pres
ent case would prevent the leaders of the profession from acting
as leaders and would prefer to see them relegated to the incon
spicuous ranks where most accountants march. Yet such senti
ment is really unworthy and if carried to extremes may become
merely ridiculous. Would any one say that because a man is
prominent in his profession he should refuse to permit any men
tion of his name in print, he should refuse to sign his name to his
writings, however important they may be, he should retire into
some obscure recess of the mountains and let no one find the path
to his door? Instead of acting as a leader should he insist upon
following the lead of some unknown colleague?
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But the complainant says that this
Method and Motive Must
writing
of books and doing of impor
Determine Propriety
tant work is really a form of advertis
ing. There is no possibility of effective contradiction. Every
noteworthy accomplishment is an advertisement, whether one will
have it so or not. The rules which prohibit advertising can not
prevent, and we believe were never intended to prevent, the
accumulation of honor and high standing. Advertising in the
sense which the general public understands—the same sense in
which the rules of accounting organizations were written—relates
to that form of publicity which is instigated and carried on by the
person advertised. For example, if an accountant buys space in a
newspaper (whether in the advertising columns proper or in that
scarcely more subtle device known as a special edition or a “write
up”) and devotes that space to an exposition of his name, tal
ents, organization and supposed excellence he is doing something
which is contrary to the spirit of every profession. The rules for
bid it. If another accountant has so established his reputation
for experience or wisdom that he is called in by the government
to give advice or to carry forward some great undertaking, the
newspapers will be filled with his name without any encourage
ment or suggestion by him. That, we maintain, is not advertising
in the sense implicit in the rules of conduct. Indeed it may be
said that the distinction between unethical advertising and ethical
prominence is drawn by the source and motive of the publicity.
The accountant who himself causes the publication of his name
for purposes of notoriety is unethical. The accountant to whom
honors and great repute accrue without his own volition can not be
condemned or even adversely criticized. It will be said, of
course, that this argument expresses the sentiments of those who
have attained success and ignores the quite reasonable dissatis
faction of those who still labor among the multitudes in the street
below. We say that such things will be said but we do not admit
that they can be fairly said. There may be no justice whatever
in the incidence of fame. Fame may attach itself where it is least
deserved and may pass entirely by the point where it is properly
attributable. As a general rule, however, there is good reason for
every success. It may be merely an uncontrolled combination of
circumstances which pushes one man up above the throng—but
this is rare. He who succeeds generally will be found to have in
herent ability, a tireless energy and above all a confident assur89
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ance of his own power to achieve. The whole question of what
may be called voluntary and involuntary acquisition of success
will be with us as long as any question in any realm of human
affairs remains unanswered. We do not know why all men
should not have been created equal, as the declaration of inde
pendence piously affirms them to be, or why equal opportunity
should not knock at every door, but calm, impartial and intelli
gent students of this scheme of things entire agree that equality
is of such small dimensions that it can not be stretched to include
even a dozen of us. In the meantime all that any profession or
trade or other vocation can do is to make the race as fair as possi
ble, to see that every one runs according to the rules of fair play,
and to avoid unjust and disquieting complaints. If some one
should suggest that the next president of the United States should
be chosen from the ranks of accountancy—a suggestion pregnant
with bright cheer and infinite possibilities—the man selected
would be the most widely advertised citizen of the country.
Carrying our complaint to the ultimate such a man would be
guilty of advertising.

Accountants engaged in public practice
An Eminent Accountant and their fellows engaged in the service
Retires
of corporations will learn with interest,
tinged with regret, of the retirement of W. J. Filbert from the
chairmanship of the finance committee of the United States Steel
Corporation. Mr. Filbert retired on January 1st after twentyfive years of service in the company. His career is an outstanding
illustration of a rise to high executive position through the ac
counting department of a corporation. He left the Chicago and
Northwestern Railway Company to join the Federal Steel Com
pany in February, 1898, and on the formation of the United
States Steel Corporation in 1901 he was appointed assistant
comptroller. He became comptroller in 1902. To Mr. Filbert is
largely due the credit for the forms of annual report issued by the
United States Steel Corporation, which have been regarded as
models in that they gave adequate information to investors with
out disclosing information useful only to competitors. His place
in the field of corporate accounting is as secure as his place in the
history of the steel industry. Mr. Filbert has an extremely
modest and retiring disposition, and the extent of his services is
not fully realized outside the steel industry. He took an active
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part in framing workable regulations under the first corporation
excise-tax law in 1909, and he carried a large part of the load in the
organization of the steel industry under N. R. A. All who have
known him have recognized his fidelity to sound principles, his
readiness to face facts squarely and to reflect them in accounts
frankly and fairly. He has always been unalterably opposed to
the policy of allowing erroneous items to stand on the ground that
they are offset by equivalent items on the other side.
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